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BELL ATLANTIC COMMENTS ON
FURTHER ORDE NVITING COMMENTS ON

PROPOSED ACCOUNT LIFE AND SALVAGE RANGES

With its proposal here to establish ranges for additional
accounts, the Commission moves toward completion of the first step
in the simplification of the depreciation prescription process.!
While Bell Atlantic? applauds this milestone, more remains to be
done in order to achieve true simplification of the depreciation
prescription process. First, the Commission should quickly approve
the proposed ranges in order to permit 1995 represcription
companies to take advantage of the simplification already proposed.
These proposed ranges should be adopted as an interim step toward
more fundamental depreciation reform.

Second, the Commission should expand upon the reforms adopted
to date by eliminating burdensome and unnecessary regulatory

requirements. Going forward, the Commission must address the need

! Further Order Inviting Comments (rel. Oct. 11, 1994)

("Further Order").

2 The Bell Atlantic telephone companies ("Bell Atlantic")
are Bell Atlantic - Delaware, Inc.; Bell Atlantic - Maryland, Inc.;
Bell Atlantic - New Jersey, Inc.; Bell Atlantic - Pennsylvania,
Inc.; Bell Atlantic - Virginia, Inc.; Bell Atlantic - Washington,
D.C., Inc.; and Bell Atlantic - West Virginia, Inc.
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for true simplification and allow LECs to set their depreciation
rates based on Generally Accepted Accounting Principles ("GAAP")

using forward looking service lives.

In the Further Order, the Commission proposed basic factor

ranges for the accounts not covered in the initial order setting
ranges.’ Despite calls from Bell Atlantic, industry groups and
others, the Commission’s proposals do not reflect the dynamic
nature of the telecommunications industry in the life ranges
chosen. For example, the Commission set a projected life range of
20-26 years for buried metallic cable (Account 2423). On behalf of
the United States Telephone Association, the Technologies Futures
Institute ("TFI") used forward looking analyses and recommended a
projection life of roughly 15 years.*

The use of more forward looking levels are consistent with
Bell Atlantic’s own studies. For example, in its 1995 Depreciation

Rate Study, Bell Atlantic-Maryland determined that this same

3 See Simplification of the Depreciation Prescription
Process, 9 FCC Rcd 3206 (199%4). The Commission appropriately
elected to set no ranges for dying accounts (2211, 2215 and 2431)
as well as the idiosyncratic Buildings Account (2121). Further
Order at 49 5-7.

4 Comments of United States Telephone Association,
Attachment 2, "Telecommunications Equipment Depreciation -- Looking
to the Future," at 17 (filed Dec. 17, 1993). Other accounts show
similar disparities.



account has a maximum projection life of 18 years.’® Similarly,
AT&T, which has the freedom to set its depreciation levels closer
to a market level, has received preliminary approval for projection
life of 15 years.® Likewise, cable TV companies have similar
flexibility, and the Commission just last week approved a life of
15 years for similar equipment.’

As Bell Atlantic’s markets become increasingly competitive,
unrealistic projection 1lives become a greater burden. Bell
Atlantic’ competitors =~-- cable, competitive access and
interexchange providers -~ use market driven forward 1looking
depreciation levels, and thereby avoid the burden of future write-
offs. The Commission must provide Bell Atlantic and other LECs the
same flexibility, and avoid retaining depreciation policies that
impose disproportionate regulatory burdens that stifle full and

free competition.

Despite their shortcomings, the proposed ranges do reflect a

positive step. If the Commission acts quickly and approves the

s See Bell Atlantic - Maryland, 1995 Depreciation Rate
Study, Account Narrative, Buried Cable - Metallic at p. 4 (filed
Nov. 10, 1994).

8 See AT&T May 24, 1994 letter to Fatina Franklin, Chief -
Depreciation Rates Branch, attached Three-way Meeting Results,
Account 2423.

7 See Communications & Cable of cChicago, Inc.; South
Chicago cable, Inc.; Cost of Service Filing To Support cCable
Programming Service Rate CUID Nos. IL1104 (Chicago, IL), IL1105
(Chicago, IL), Memorandum Opinion and Order at 8 (rel. Nov. 9,
1994).



ranges this year, the Commission will allow many of the companies
scheduled for 1995 represcription to use the ranges and thereby
avoid unnecessary regqulatory expense.

At the same time, the Commission has the opportunity to make
the use of the ranges more accessible and less burdensome without
sacrifice in regulatory oversight. Pending for almost a year is
Bell Atlantic’s Petition for Reconsideration of the Commission’s
order adopting alternative procedures for depreciation
prescription.® While action on Bell Atlantic’s call to reconsider
the Price Cap Carrier Option for depreciation regulation is
critical in order to achieve greater simplification,’® Bell Atlantic
also proposed several minor modifications that would make the basic
factor range regulation more effective. By eliminating a study
requirement for companies moving an account into an approved range,
and by eliminating the burdensome and unnecessary requirement to
provide mortality analysis to support curve shapes for accounts in
approved ranges, the Commission can further its simplification
goals. No party objected to these modest modifications. The
suggested changes would eliminate burdensome requirements that
serve no regqulatory purpose and should be approved as an interim
step toward more meaningful reform contemporaneous with approval of

the proposed ranges.

8 Petition of Bell Atlantic for Reconsideration (filed Dec.
6, 1993) ("Bell Atlantic Petition").

4 See Bell Atlantic Petition at 1.
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Ihe Commission Should Set a Framework for Further Simplification.

Bell Atlantic’s competitors are free today to set their
depreciation rates without the oversight process imposed on Bell
Atlantic and other LECs. The Commission should mitigate the
unequal burden imposed on the LECs by setting in place a mechanism
to reduce or eliminate future depreciation regulation.

In the Depreciation Simplification Order, the Commission
committed to revisiting its own decision as circumstances for the
LECs change.!® Moreover, the Commission agreed that the Price Cap
Carrier Option "is simpler and provides greater flexibility than
any of the other proposed options."! While the Commission
acknowledged that GAAP places limits on a carrier’s freedom to
control depreciation, it nevertheless declined to rely solely on
GAAP while LECs remain subject to regulation based on earnings
constraints.””? The Commission is currently reviewing its price cap
regulation model for LECs.! Should the Commission eliminate

sharing, the justification for the current model of depreciation

10 Simplification of the Depreciation Prescription Process,
8 FCC Rcd 8052 at § 5 (1993) (“"Depreciation Simplification Order").

n Depreciation Simplification Order at § 42.

12 Id. at 9§ 46. Ironically, rather than protect the
integrity of the earnings calculation for sharing, the current
regulatory model distorts that calculation. By saddling LECs with
unrealistically long asset lives, depreciation regulation serves to
inflate earnings artificially, and thereby put companies into a
sharing position when they should not be sharing based on their
true economic returns. See Price Cap Performance Review, CC Docket
94-1, Reply Comments of Bell Atlantic, Affidavit of Dr. James H.
Vander Weide, 99 6-9 (filed June 29, 1994).

B Price Cap Performance Review, 9 FCC Rcd 1687 (1994).
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regulation would also be eliminated. The Commission has an
opportunity now to put in place a transition mechanism to move
quickly to more simplified depreciation regulation and thereby
avoid prolonged delay when its price cap regulation is modified to

become more progressive.

Comclusion
It has been over a year since the Commission authorized
depreciation simplification. By quickly approving the proposed
ranges, the Commission will complete the first step towards the
promise of the order. At the same time, the Commission should act
on Bell Atlantic’s outstanding petition for reconsideration and
further its goals of simplification, savings and flexibility.

Finally, the Commission should put in place mechanisms that allow



a faster transition to

simplification.

Edward D. Young, III
Of Counsel

Dated: November 14, 1994

the next phase of depreciation

Respectfully submitted,

The Bell Atlantic Telephone Companies
By Their Attorneys
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Edward Shakin

1710 H Street, N.W.
Washington, D.C. 20006
(202) 392-1551



CERTIFICATE OF SERVICE

I hereby certify that a copy of the foregoing "Bell Atlantic
Comments on Further Order Inviting Comments on Proposed Account
Life and Salvage Ranges" was served this 14th day of November,
1994, by first class mail, postage prepaid, on the parties on the

attached list.
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